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THE FUTURE OF TERRORISM INSURANCE

Wednesday, July 27, 2005

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON CAPITAL MARKETS, INSURANCE,
AND GOVERNMENT SPONSORED ENTERPRISES,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:00 a.m., in room
2128, Rayburn House Office Building, Hon. Richard Baker [chair-
man of the subcommittee] presiding.

Present: Representatives Baker, Oxley, Shays, Sessions, Gillmor,
Bachus, Kelly, Biggert, Fitzpatrick, Davis of Kentucky, Kanjorski,
Frank, Maloney, Ackerman, Sherman, Capuano, Crowley, Israel,
Miller of North Carolina, Scott, Bean, and Wasserman Schultz.

Chairman BAKER. I would like to call this meeting of the Sub-
committee on Capital Markets to order.

I am advised that Mr. Kanjorski, the Ranking Member, is on his
way. I will go ahead and proceed with my opening statement, and
I wish to welcome those participants here this morning.

The meeting today occurs on the subject of terrorism reinsurance
and the need for and appropriateness of an extension of the current
program now in effect.

It also occurs pursuant to receipt of a report by the Department
of the Treasury which performed a critical oversight and assess-
ment of the current program. Although many view the report to
have been negative in context, the conclusions reached are valuable
because of the scope of the study and the findings and rec-
ommendations that are included. Specifically, that the committee
should consider modifications to the current program before ex-
tending any conditional backstop.

Further, Secretary Snow in appearing before the full committee
in response to questions which I proffered to him indicated that,
one, he felt that there was a need for an extension to be created
before the year end, but that such extension should be modified
pursuant to identified concerns contained in the report, more spe-
cifically retention levels perhaps should be adjusted, trigger levels
should be adjusted, and repayment assurances made more clear to
taxpayers. Those are perspectives with which I find agreement.

Today, we have the good fortune to have experts in the field to
express from their varying perspectives the appropriate manner in
which the extension should be considered or in fact whether the ex-
tension should be granted at all. My concerns with the findings of
the Treasury report go more specifically to a Louisiana view as to
the $500 million trigger level that enables a claimant to seek as-
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sistance from the Department of the Treasury. I am anxious to try
to find an alternative triggering methodology that might be more
appropriate to rural communities.

Second, I also share the Treasury’s view with regard to what is
now a conditional repayment of taxpayer advances of credit which
today are discretionary in the eyes of the Secretary and may or
may not be recollected. It is my view that a mandatory repayment
provision would be extremely helpful.

All of us have shareholders. Those in private business have clear-
ly identified shareholders. Those of us in Congress have constitu-
ents, and it is our job to stand between our constituents’ check-
books and those who make application to the Government for as-
sistance, to ensure that any extension of taxpayer resources is not
only warranted, but at the appearance of profitability and an abil-
ity to repay without detriment to the overall economy, that repay-
ment be made on terms that are responsive to the identified needs.

I do believe, however, that the Treasury has indicated a willing-
ness to work with this committee and the Congress in general to
seek a remedy perhaps over the August recess that could be consid-
ered in the month of September to meet the needs of the market-
place before the expiration of the current program.

I have come to the conclusion that without a properly constructed
reinsurance program, there will be market consequences that are
not in everyone’s best interest. Accordingly, I look forward to work-
ing with other members and those experts who appear here today
to seek out those remedies.

At this time, I would recognize Mr. Ackerman for an opening
statement.

Mr. ACKERMAN. Thank you very much, Chairman Baker.

I would like to thank our committee Ranking Member, Mr.
Frank, and the subcommittee Ranking Member, Mr. Kanjorski, for
arranging the hearing today to discuss the important and urgently
needed extension of the Terrorism Risk Insurance Act.

I urge that we work together on legislation to extend TRIA and
that we move this legislation both through the committee and the
Floor of the House this year. We must act to continue to provide
TRIA’s Federal backstop.

TRIA, as we know, was enacted in response to the events of 9/
11, an event that caused over $30 billion in insured losses, and was
enacted to help secure our economy against the devastation that
might come from another terrorist attack. This was the primary
purpose behind TRIA and it is the very reason this law needs to
be extended.

This high-level Federal backstop not only protects private com-
mercial insurance interests, but also the long-term interests of the
Federal Government, which would be ultimately responsible for
funding both short- and long-term costs associated with recovering
from a terrorist attack.

Unfortunately, TRIA will sunset on December 31st of this year,
and with Congress very soon to adjourn for the August recess, that
deadline is fast approaching. The full 2-year extension proposed by
Mr. Capuano’s bill, H.R. 1153, will prevent destabilization of the
insurance industry and, in turn, the national economy. This Con-
gress has no greater domestic obligation.
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The Treasury Secretary’s recent report on TRIA makes it clear
that private markets will develop additional terrorism insurance
capacity over time, but that still leaves us with a problem that
must be addressed now. Whereas Secretary Snow indicates that
the Bush Administration opposes the extension of TRIA in its cur-
rent form, we do understand that this program may not be the
long-term answer to protect all of the stakeholders here.

I agree that in the end we must work to find private sector alter-
natives to address the liabilities created by the possibility of ter-
rorist attacks. But with no such long-term solution currently in
place and the sunset deadline of this protection soon approaching,
a short-term extension must be enacted.

Failure to extend TRIA with the uncertainties that still exist in
the insurance marketplace would horribly exacerbate the already
difficult task that insurers face in trying to accurately and effec-
tively manage the risk of loss resulting from a terrorist attack.
Failure to extend TRIA now would lead us back to the same highly
uncertain business environment we saw before TRIA, an environ-
ment in which firms struggled to get needed coverage. TRIA has
provided a short-term solution to successfully protect policyholders
from bankruptcy, keep insurers from insolvency, and prevent the
taxpayers from paying the full cost of a terrorist attack.

Failure to enact the short-term extension makes no sense what-
soever. We are fortunate that there have been no terrorist attacks
on U.S. soil since 9/11. Unfortunately, we have seen with this
month’s attacks in London that we still face a very real threat of
terrorism and this threat will not go away when TRIA sunsets at
the end of this year.

We must act as quickly as possible, both in committee and with
the entire Congress to avoid the premature expiration of TRIA’s
Federal backstop. Our security and future prosperity demand it.

I thank the chairman.

Chairman BAKER. I thank the gentleman.

Mr. Ryun?

Mr. RYUN. Mr. Chairman, thank you, and thank you for con-
vening this hearing. It is an issue that has been in front of the
committee for some time now.

We have had numerous hours of testimony, and I believe that we
have done a commendable job of helping to ensure that terrorism
insurance continues to be available during perilous times.

At the same time, we must not lose sight of the goal to return
terrorism insurance to a market-based product. If we fail to estab-
lish a framework that begins to wean the industry off the Federal
assistance, we will create a dependency that is almost impossible
to reverse. However, it would be equally irresponsible to allow
TRIA to expire if the market cannot bear the product on its own.

I do believe that the industry is not to this point and therefore
I believe that the committee should act to extend TRIA in some
form. I am hopeful that we will be able to include meaningful re-
forms that accomplish the goals of holding taxpayers harmless over
time, and ensure the availability of this product as it returns to the
market-based system.
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I want to thank the witnesses for being here today and I look for-
ward to the testimony. I hope we can move quickly toward a re-
sponsible reform and extension of TRIA.

Thank you, Mr. Chairman. I yield back my time.

Chairman BAKER. I thank the gentleman.

Mr. Kanjorski?

Mr. KANJORSKI. Mr. Chairman, as you already know, I strongly
believe that we now need to extend the Terrorism Risk Insurance
Act. This law is critical to protecting our economic security. I am
therefore pleased that we are meeting today on this important mat-
ter.

After the terrorist attacks 4 years ago, reinsurers curtailed the
supply of terrorism reinsurance and insurers began to exclude such
coverage from policies. In response, we enacted TRIA to address
these pressing problems.

Several studies have already determined that TRIA has worked
to increase the availability of terrorism risk insurance and has ad-
vanced economic development projects. The Treasury Department’s
recent report on this law also found that the program has helped
to stabilize our insurance market.

TRIA, however, will expire at the end of this year. Like many of
my colleagues, I believe that we need to move aggressively now to
extend this economic stabilization law. Our failure to reach quick
agreement on this important issue will likely result in less ter-
rorism insurance, higher prices, lower policy take-up, and greater
economic uncertainty.

Moreover, the recent terrorist attacks in England and Egypt
highlight the need for us to extend TRIA despite the preferences
of some against doing so. The occurrence of terrorism, after all, is
currently unpredictable.

The vast majority of experts testifying before us today, including
regulators, insurers, brokers, and real estate investors, will also
call upon us to act expeditiously in these matters in the coming
months in order to prevent short-term market disruptions. We need
to listen to their counsel.

In debating any plan to extend TRIA, I have long held that we
ought to work to incorporate group life insurance. Therefore, I am
pleased that one of our witnesses will directly address this issue
today. Group life products, after all, have characteristics similar to
commercial property and casualty insurance in that there is often
an aggressive concentration of risk within a small geographic area.
As many of my colleagues have regularly noted, we need to insure
the people inside the buildings, and not just the buildings them-
selves.

Additionally, the Administration has proposed a number of re-
forms that it would like Congress to adopt should we decide to ex-
tend the program. I approach these proposals with some doubt and
a little skepticism. After all, the original bill was a carefully crafted
compromise that resulted from extensive negotiations. In par-
ticular, I am especially concerned about Secretary Snow’s request
for reasonable legal reforms. This proposal for legal reforms could
once again stall legislative efforts, as it delayed consideration of the
original law.
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Nevertheless, as legislators, we have the responsibility to give
this proposal and the other reforms suggested by the Administra-
tion their due consideration. We also need to evaluate the rec-
ommendations of experts testifying before us today during our
forthcoming deliberations.

As I noted at our last hearing, Mr. Chairman, time is of the es-
sence. We now have just 4 weeks remaining on the legislative cal-
endar. As a result, we need to have our staffs work diligently over
the August break in order for us to move expeditiously in Sep-
tember.

In closing, this is not a Democratic or Republican issue. It is, as
I have regularly noted, an American issue. It is a business issue.
It is an economic security issue. I therefore stand ready to work
with you, Mr. Chairman, and all other interested parties on these
matters in the weeks ahead.

Thank you.

Chairman BAKER. I thank the gentleman.

Mr. Frank?

Mr. FrRANK. Thank you, Mr. Chairman. I appreciate the prompt-
ness with which you and the Chairman of the Full Committee have
given us a chance to begin working on this.

We were encouraged when the Chairman of the Full Committee
indicated that we will in fact be marking this up. I look forward
to this committee doing what we have been able to do in a number
of areas in the past, working together in a bipartisan way on the
technical matters.

I want to address a philosophical point here today. It is why I
strongly support this and why I differ with some of my allies who
have said, well, let’s not be helping business in this regard. In the
first place, the prime beneficiaries of this, in my judgment, are not
the insurance companies. They are the insured. The insurance com-
panies could walk away from this.

The problem would then fall on those who seek to build and con-
struct, particularly in our big cities. This is a very important issue
for New York and for Chicago. This is, as I said, a matter of the
insured. There are people who want to build, who want to help de-
velop. They are the ones who have come to me most passionately
about this.

Second, there is the philosophical question of how does this soci-
ety deal with the costs imposed on us by murderers who dislike our
form of government and our way of life. Yes, I suppose it would be
possible for the market to take care of this. The market would take
care of it by raising the price, if the market works as it should, to
those who would be the likeliest targets of terrorism. That is the
way the insurance system works. You would in a logical way say,
okay, let’s try as best we can to figure out who are likeliest to be
the victims of terrorism and we will charge them more for their in-
surance. That is the way insurance works.

Now, that is often a very good idea because what it does is give
people an incentive to make themselves less likely to be a cost
problem. You can have people diminish the likelihood of fire, di-
minish the likelihood of automobile accidents, etc. But there is
nothing that Americans can do in Chicago or New York or Boston
or anywhere else, or in the rural areas about terrorism, because I



6

think the chairman is quite right. When we do the triggering, we
should be sensitive to rural areas. We do not know where the ter-
rorists will strike, but we will be guessing.

I do not think we ought to say to the American people, we are
going to assess you an extra fee because terrorists may have tar-
geted you. It seems to me, and this is my philosophical justification
for TRIA, we should take the cost of terrorism, which may be in-
flicted on us, and obviously there will be a terrible human cost, but
to the extent that it is a financial cost, it ought to be broadly
shared. This is a case for totally socializing the risk and not allow-
ing particular sectors of our society, particular geographic regions
to be more at risk and to have to pay more for terrorism. That is
what we are talking about.

If you go to a purely market-based system of terrorism insurance,
you are saying to the extent that you are likely to be targeted by
the terrorists, to that extent we will charge you more. Our job
ought to be to say to those who would murder and destroy because
they disagree with policies of this country, we are going to do ev-
erything we can to make sure that you have no effect on us. We
are going to neutralize your efforts. The best way to do that is to
ta]}){Ie the cost of those efforts and spread them as broadly as pos-
sible.

I do not want any one segment of the American economy feeling,
oh well, wait a minute, I better be careful about this policy, I will
be particularly singled out. To the extent that we broadly distribute
this risk across the board and say to people that we all share. Let
me just be clear on the point. The individuals who might be build-
ing big buildings in a particular community, they are not the cause
of the murderers and they ought not to bear a disproportionate
share of the burden of dealing with it. It is the country as a whole
that has been targeted by these people. It is the country as a whole
that should respond.

One way to respond is to take the risk of terrorism insurance,
and again people cannot diminish that risk. They may be able to
mitigate some, but they cannot diminish the risk that they will be
victimized by terrorists because that is an exogenous event over
which they have no control.

So that is the philosophical justification for saying whether the
market can or cannot do this is not to me the primary issue. I do
not want to impose on particularly vulnerable people in this society
a greater cost because murderers may have targeted them. And
that is the justification for doing this in this public way.

Thank you, Mr. Chairman.

Chairman BAKER. I thank the gentleman.

Mr. Capuano, did you have a statement?

Mr. CAPUANO. Mr. Chairman, first of all, thank you for the hear-
ing.

I have no real opening statement, but I actually would encourage
all the panelists, both on the first and second panels. Honestly, I
deal in the real world. I think pretty much everybody is going to
be on the same line that there is some role for the Federal Govern-
ment on some sort of backstop at some level. The immediate ques-
tion, though, is whether we should extend the current TRIA law or
some form thereof.
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I do not think anybody who is familiar with the legislative proc-
ess can look me in the eye and tell me that you think we will come
up with a permanent solution by the end of this year. Though that
is possible, anybody who is familiar with the process I think knows
that it is highly unlikely.

That being the case, my biggest interest, my immediate interest
is your opinions on the immediate future. Should we extend TRIA?
Should we extend it with some amendments? Or should we just let
it expire? Beyond that, the permanent fix will take us some time
to get to. If you think otherwise, if you think we can do it between
now and then, I would like to hear that as well.

Other than that, Mr. Chairman, again I thank you for having
this hearing and for opening up the process so that we can hear
from people who actually know what they are talking about, in-
stead of just me.

Chairman BAKER. I thank the gentleman.

Are there Members seeking recognition?

Mr. Crowley?

Mr. CROWLEY. Thank you, Mr. Chairman. Let me thank you and
Ranking Member Kanjorski for holding this hearing today on the
Federal terrorism backstop.

I especially want to highlight the work of Ranking Member Bar-
ney Frank on this issue in keeping it at the forefront, as well as
my colleagues Mr. Israel, Mr. Capuano, Mr. Kanjorski, in conjunc-
tion with my office, in creating the legislation that I think has been
at the forefront of moving this issue forward, as well as Ms. Bean
from Chicago and her efforts to extend TRIA for an additional 2
years.

I welcome this hearing of the subcommittee on this important
issue and look forward to as early a markup as possible. It is my
hope that the Capuano-Israel, et al, bill, H.R. 1153, will be the base
for this that will include a 2-year extension, as well as inclusion
of group life coverage. That bill served as a lonely leader arguing
for an extension of TRIA and it deserves its true place as the en-
gine that moves TRIA forward to the next level, as well as the rec-
ognition of all those who support TRIA, including a number of the
witnesses here today, some of whom I think sometimes forget that
this bill exists.

As we all know, the Terrorism Risk Insurance Act passed in 2002
allowed for the reinsurance of terrorism insurance to private enter-
prise; allowed for the financing of new construction projects; and
provided coverage for thousands of businesses that would not have
had insurance without it. It was vital and we all agree on this
point. As Howard Mills—and we welcome you to the committee
today, Mr. Mills, a former State assemblyman, as I was myself, in
New York State, who is now serving as the New York State insur-
ance commissioner—stated about TRIA, “The nation’s current eco-
nomic strength is in large part due to the Federal backstop put in
place by TRIA.” Mr. Mills continued by saying, “The removal of
that type of protection could return the insurance market to the
uncertainty experienced in the aftermath of September 11, 2001.”
As a New Yorker, Mr. Mills is very keenly aware of the importance
of this legislation, which certainly had the support of our Adminis-
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trat}ion, this Administration, after the aftermath of September
11th.

The Treasury report stated that the creation of TRIA was meant
to address any market disruptions and ensure the continued wide-
spread availability and affordability of property and casualty insur-
ance for terrorism risk, and to allow a transitional period for the
private markets to stabilize, resume pricing of such insurance, and
build capacity to absorb any future losses, while preserving State
insurance regulation and consumer protections.

The report goes on to say that TRIA has been effective in meet-
ings its goals of supporting the industry during a transitional pe-
riod and stabilizing the private insurance market. Later, this same
Treasury report states that the immediate effect of the removal of
TRIA subsidy is likely to be less terrorism insurance written by in-
surers, higher prices, and lower policyholder take-up.

I agree with all of the above. TRIA has been a success. Without
TRIA, our country will see serious market disruptions like we saw
in the months after 9/11 when there was no coverage and no ability
of insurers to assess risk. In fact, what I said last week when Sec-
retary Snow was giving his testimony before the committee, it is
a take on the old adage, if it ain’t broke, fix it.

But now is not the time to let TRIA die. In fact, now is the time
to extend and strengthen it. As we learned both in the Treasury
report and over the past few years from conversations with indus-
try and business leaders, many reinsurers have still not yet re-
turned to the marketplace.

I have concerns that as we move forward with any legislation,
that we ensure the retention trigger rates as such are kept at a
manageable rate to lure more insurers back into the market. I fear
that increasing retention rates while weakening TRIA will not lure
them back in. As they operate in a free market, reinsurers view
terrorism as an uninsurable risk and that simply will not change.

We need to add group life coverage and we need to look at the
possibility of covering nuclear, biological, chemical and radiation
coverage and other issues. We have a lot of work ahead of us and
not much time to accomplish it. Stating that, I do believe that
TRIA should not be a permanent program, but rather a temporary
program until the private insurance market can develop its own
additional terrorism insurance capacity.

Again, I am pleased that the Treasury Department’s report on
TRIA, as well as the leadership of Mr. Frank in continually charg-
ing ahead on the importance of extending TRIA and terrorism risk
insurance, will go on. I want to applaud them all once again and
commit to industry to all facets who are concerned about this that
I, too, am committed to seeing TRIA re-passed before we leave this
Congress.

I yield back.

Chairman BAKER. I thank the gentleman for his statement.

Mr. Israel?

Mr. ISRAEL. Thank you, Mr. Chairman.

Let me echo Mr. Crowley’s welcome to Superintendent Mills from
my home State of New York.

I look forward to hearing your comments and those of the other
witnesses.
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I am going to be very brief, Mr. Chairman. Some have suggested
that with the Treasury report, we are getting very close to building
a bipartisan consensus on TRIA. I certainly am hopeful that is the
case, but there is a sense of deja vu because we were very close
to a bipartisan consensus with TRIA in the last Congress. In fact,
we were minutes away from a vote on the suspension calendar with
the TRIA bill.

Unfortunately, the clock wound down, we were not able to accom-
plish it, and here we are again. The clock is winding down again.
We do not get two strikes on this issue. If we do not act, we are
profoundly disappointing our businesses and our residents back
home, and potentially setting back the U.S. economy.

So I think that we have an opportunity to build consensus on
what I suspect will be an imperfect bill. I just want to close by sug-
gesting that we have an obligation to make sure that in an imper-
fect bill we at least cover two bases. One is group life. It makes
no sense for us to assure the continuity of insurance for construc-
tion, for bricks, for mortar, for steel, and not for the human lives
inside that building. It is a very tough argument to make back
home that we insured buildings, but not the people inside. So I
think group life has to be a critical component.

Finally, we need to ensure that whatever is passed in the re-
maining weeks that we have here in Washington does focus on a
short-term extension and a long-term solution. I look forward to
continuing to work with my colleagues. I want to thank Mr.
Capuano and Mr. Kanjorski and the ranking member and Mr.
Crowley for joining me on H.R. 1153. We continue as we always
have at every step for the past 2 years to offer to work in a bipar-
tisan, constructive fashion with our colleagues to make sure that
we pass TRIA, put this issue behind us, and sustain our economy
in the future.

I thank the chairman and yield back the balance of my time.

Chairman BAKER. I thank the gentleman.

The Chairman of the Full Committee, Mr. Oxley?

The CHAIRMAN. Thank you, Mr. Chairman.

And good morning to our distinguished panel of witnesses and
welcome to the committee. We look forward to hearing your testi-
mony today on the future of terrorism insurance.

We recall today how the economy, and specifically the insurance
marketplace, was roiled by the terrorist attacks of 9/11. Reinsur-
ance capital fled the marketplace, insurers began to exclude cov-
erage, and large policyholders were unable to obtain enough insur-
ance coverage for their construction and development projects.

In coordination with the leadership of President Bush, Congress
acted swiftly to address the problems facing the insurance market-
place. Those problems included a drained industry surplus, insuffi-
cient diversification in geographic risk exposure, and an inability to
model potential terrorist losses. Within weeks of the terrorist at-
tacks, this committee and the House passed legislation that in 2002
would become the Terrorism Risk Insurance Act or TRIA. TRIA es-
tablished a public-private partnership with a temporary backstop
to protect against future catastrophic terrorist attacks through De-
cember 31st of this year.
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TRIA was designed to be a temporary fix to address very specific
goals, and it has succeeded in that role. The insurance industry’s
surplus has dramatically increased, the economy has greatly im-
proved, and commercial property insurers have been able to more
effectively s